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to prospective investors in the United States in connection with Precept's second round of 
financing in December 1999. 

6. The Task List was prepared in the United States and details work to be done in 
implementing the system that is the subject of the present invention. 



1 -NY/2043433.1 



BEST AVAILABLE COPY 
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We declare further that alt of the statements herein of our own knowledge are true; and 
all statements made on knowledge and belief are believed true, and further that these statements 
are made with the knowledge ihat willful false statements and the like so made are punishable by 
fine or imprisonment, or both, under section 1001 of Tide 18 of the United States Code, and that 
such willful false statements may jeopardize the validity of the present application and any patent 
issuing thereon. 
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I, Joseph Heil, declare and state that to the best of my knowledge: 

1 . Perry Ward, Frank Scavone and I are the inventors of the above-identified patent 
application. 

2. We executed the Declarations attached hereto on September 10, 2004, September 15, 
2004 and November 8, 2004 (hereinafter the 2004 Declarations). 

3. As stated in the 2004 Declarations, we conceived in the United States the invention 
described in the above-identified application prior to December 20, 1999. 

4. Excerpts from the Precept LLC Company Overview dated December 1 3, 1 999 and a Task 
List prepared prior to December 20, 1999 were attached to the 2004 Declarations as 
evidence of our conception. 

5. The Precept LLC Company Overview was prepared in the United States on or before 
December 13, 1999. 

6. The Task List was prepared in the United States and details work to be done in 
implementing the system that is the subject of the present invention. 
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I declare further that all of the statements herein of my own knowledge are true; and all 
statements made on knowledge and belief are believed true, and further that these statements are 
made with the knowledge that willful false statements and the like so made are punishable by 
fine or imprisonment, or both, under section 1001 of Title 18 of the United States Code, and that 
such willful false statements may jeopardize the validity of the present application and any patent 
issuing thereon. 
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. IN THE UPflfTED STATES PATENT AND TRADEMARK OFFICE v 

application of. WARD fit al. Confitm8tlo3a No.: 8302 

Appllpation No.: 09/661^71 Group Art Uhfe 3625 

Filed; September 13, 2000 Bwminar: Jeffrey A, Smith 

For SYSTEM AND METHOD JFOR Attorney Docket No.: 10304-003-999 

ORIQINATINO LOANS 

We, Peny Ward, Joseph 
1 We «ro the inventors of the 
Z We corcdved to the States 
identified application prior to Pecembcr 20, 1999 as evidenced by die attached excerpts from 
the Precept IXC Company Overview dated December 13, l^ and a Task list thai was 
pt^ared prior to December 20» 1999. 

3: The Precept LLC Company Overview was distributed to piospectivo investors 
in connection with Precept's second round of financing in December 1999. 
4 TheTaskU^det^s worktobedoncinimpl^ 

sultfect of the present 

initials of the individual or Individuals responsible for completion of the task The initials JH 
and FS are the initials of Joseph Hdl and FSrank Scavono. 

/5. Both the fburpage section eatitirf Prec^t Proceffi Overview and Article 
pages 1-4 m the Precept LLC Company Oven^ provide a wmm^ 
auction program and a description of the present invention. 

& With refiwnce to the fisrt paraph of 
states that (ho ' Wcnyriting process involves the gathering; analyzing and s um ma ri zin g of . 
in&nnafionrdating^ Tha borrower has the option to select 

any one of the three levels of underwriting as detailed in sections (bXD> (U) ("0 on P a 8° 5 
2and3» 

7. Upon completion of the underwriting phase, the borrower can proceed to the 
auction phase. With reference to the second paragraph of claim 1, in the miction phase, as 



stated in section (d)CO of Arnold, Piecept ^^^t^cii^fkmc^ttqo^by 
the Borrower and tho underwriting informarfon ... for review by Registered Lenders." 

8. With reference to the third paragraph of claim 1, Precept win Uiea conduct an 
Auction as stated in section (d){iv) of Article I. 

9. Finally, with reference to the last paragraph of claim 1 , the borrower has the 
opportunity to aeoeptaBtd as stated in tectU»(d)(vi) of AiticleL 

10. Many of the tasks repaired for implementation of ihe underwriting phase of 
ItoiirventionatespecifiedintheTaikliA Inaddinai,atleastit«tf 36;3gBid39atthc 
bottom of page 2 and the top of page 3 relate to the auction phase. 

U. As indicated by the entries in the Task List, efforts to implement the Precept 
loan auction program were well underway by December 20. 1999. They continued through 
2000 until the program was operational. 

12. In addition to these implemcntatioti effort*, Pennie & Edmonds LLP was 
engaged in 2000 to prepare tte present patcat application w^ 
2000. 

We declare further that «11 of the statements herein of our own knowledge arc true; 
arid aU statements inade on 
aaiementsarew 

purJshabtebyfiworiii^ lSoffta United 

States Code, and that such willful false statements may jeopardize the validity of the present 
application and any patent issuing thereon. 
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stated in section of Article I, Precept will post "the tems of the financing requested by 
the Borrower and the underwriting information . . . fhr review by Registered Lenders/ 1 

8. With reference to the third paragraph of claim 1, Precept wifl 
Auction as stated in section (d)<iv) of Article l 

9. Hnally, with reference to the last paragraph of claim 1, the borrower has the 
opportunity to accept a Bid as stated in section (d)(vi) of Article L 

10- M^py of the tasks required for implementation of the imdczwiiting phase of 
the invention axe specified in the Task List In addition, at least items 36, 38 and 39 at the 
bottom of page 2 and the tap of page 3 relate to the auction phase. 

11. . s As indicated by the entries in the Task List, efforts to implement the Precept 
loan auction pi ug mm were well underway by December 20, 1999. Th^eontmned through 
2000 uatQ the program was operational. 

engaged in 2000 to prepare the present patent aj^licatton which was filed on September 13 v 
2000. 

We declare ferther that all of the statements herein of our own 
and all statements made on knowledge and belief are believed true, and fcrther that these 
statements axe made with the knowledge that willful false statements and the Hke so made axe 
punishable by flne.or imprisonment, or both, under section lOOlof Title 18 of the United 
gtftftuy Codes fi H tf 1 ^ P"*?* 1 **U*> * WW*y f M i^j^rtpftwligft thfl validity of the present 

application, and any patent figutog thereon* fi^ 0 ^ 

Date: 

PenyWam 
Date: ^ " 

Joseph HeD 
Date: ' 

frank Scavone 
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Filed: September 13, 2000 Examiner: Jeffrey A. Smith 

For: SYSTEM AND METHOD FOR Attorney Docket No.: 10304-003-999 

ORIGINATING LOANS 

DECLARATION UNDER 37 CFR L3I 
I, Joseph Heil, declare and state that to my knowledge: 

1 . Perry Ward, Frank Scavone and I are the inventors of the above-identified 
patent application. 

2. We conceived in the United States the invention described in the above- 
identified application prior to December 20, 1999. Attached are excerpts from the Precept 
LLC Company Overview dated December 13, 1999 and a Task List that was prepared prior 
to December 20, 1999. 

3 . The Task List details work to be done in implementing the system that is the 
subject of the present application. The Task List enumerates specific tasks to be followed by 
the initials of the individual or individuals responsible for completion of the task. The initials 
JH and FS are the initials of Joseph Heil and Frank Scavone. 

5. Both the four page section entitled Precept Process Overview and Article I, 
pages 1-4 in the Precept LLC Company Overvie w provide a summary of the Precept loan 
auction program and a description of the present invention. 

6: With reference to the first paragraph of claim 1, the first paragraph of Article I 
states that the "underwriting process involves the gathering, analyzing and summarizing of 
information relating to the cash flow of each Property." The Precept auction program 
provided the borrower with the option to select any one of the three levels of underwriting as 
detailed in sections (b)(i), (ii) and (iii) on pages 2 and 3. 

7. The Precept auction program provided that upon completion of the 
underwriting phase, the borrower can proceed to the auction phase. With reference to the 
second paragraph of claim 1, in the auction phase, as stated in section (d)(i) of Article I, the 
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Precept auction program provided that Precept will post "the terms of the financing requested 
by the Borrower and the underwriting information ... for review by Registered Lenders." 

8. With reference to the third paragraph of claim 1, the Precept auction program 
provided that Precept will then conduct an Auction as stated in section (d)(iv) of Article I. 

9. Finally, with reference to the last paragraph of claim 1 , the Precept auction 
program provided that the borrower has the opportunity to accept a Bid as stated in section 
(dXvi) of Article I. 

1 0. Many of the tasks required for implementation of the underwriting phase of 
the invention are specified in the Task List. In addition, at least items 36, 38 and 39 at the 
bottom of page 2 and the top of page 3 relate to the auction phase. 

11. As indicated by the entries in the Task List, efforts to implement the Precept 
loan auction program were well underway by December 20, 1999. They continued through 
2000. 

12. In addition to these implementation efforts, Pennie & Edmonds LLP was 
engaged in 2000 to prepare the present patent application which was filed on September 1 3, 



I declare farther that all of the statements herein of my own knowledge are true; and 
all statements made on knowledge and belief are believed true, and further that these 
statements are made with the knowledge that willful false statements and the like so made are 
punishable by fine or imprisonment, or both, under section lOOlof Title 18 of the United 
States Code, and that such willful false statements may jeopardize the validity of the present 
application and any patent issuing thereon. ^ — 



2000. 



Date: 




Joseph Heil 
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Precept LLC 
Company Overview 

December 13, 1999 



This Information is the subject of a Confidentiality 
Agreement between Precept LLC and 
dated 




Business Overview 

Mission Statement: Precept,LLC ("Precept") is an Internet based commercial mortgage loan 
origination and trading system that provides the lowest cost, most efficient loan delivery system 
for commercial real estate borrowers, brokers, and lenders. Combining the industry* s most 
advanced underwriting standards, a commitment to underwriting excellence, and a "sophisticated 
user" oriented Web site, Precept will emerge as the industry's premier source for commercial 
mortgage financing. With its seasoned underwriting staff and experienced: management team, 
Precept will become an enduring financial markets institution dedicated to superior customer 
service. Precept will provide participants a unique pompetitive advantage in obtaining and 
providing comxpercial real estate debt 

The Concept: We built Precept to advance the commercial mortgage industry. By 
systematically applying industry-accepted underwriting standards to commercial lending 
practices, Precept transforms yesterday's uncertain and inconsistent process into today's optimal 
combination of diligence, reliability and performance. Add an Internet based deli very channel, 
and access to a wide range of qualified borrowers and lenders, and you get the 6atf results faster 
through a new commercial lending experience that benefits everyone. 

Precept— Advancing; Commercial Mortgage Finance. 

This business plan relies on the basic premise that the competitive pressures of a maturing 
marketplace will drive real estate borrowers to optimize their search for the most competitive 
sources of capital and drive lenders to lower the costs of loan origination and increase capacity 
for high velocity loan aggregation and possible dispositioa ; 

Lender Value Proposition 

• Source of qualified and committed borrowers 

• High quality and comprehensive due diligence 

• Methodical underwriting in accordance with Rating Agency and industry-accepted 
guidelines , 



• Prompt delivery of pertinent information via the Internet 
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• : Greater profitability through significant cost savings 
• Enhanced competitive position for lenders 



Borrower Value Proposition 

• Wider distribution 

• Intense competition 4 

• Best market rates and terms available 

• Greater assurance of firm pricing and terms offered 

• Reduced borrowing cost 

• Expedient transactions 

• E limina tes dependence on any one specific lender 

Mortgage Broker Value Proposition 

• Wider search capabilities 

• Elimination of repetitive deal underwriting a^ 

• Increased profitability through preferential pricing 

• Interactive online status reports 

• Current and comprehensive market information 

• Abilityto provide better client service 

Why Invest in Precept: The prnnary reason that Precept will be successful in developing the 
commercial real estate loan origination solution is the people behind it Every member of the 
Precept team is a seasoned professional and considered by industry participants to be among the 
finest in their specific field. This team has a proven track record of workmg successful^ 
together as evidenced by me historical 

Furthermore, Precept has^armSred with.Secured Capital Corporation to develop the concept 
Secur<xltapMisasigmfi^ 

formation of Secured Cajtjl ifc. lJ&O^the firni, has cpmpletistfover- ^laDionm real estate 
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transactions and capital raises. Secured Capital is the leading intermediary in the trading and 
placement of cornmefcial and multifernily whole loans. Secured Capital has completed $ 14.5 
billion of commercial, hospitality and multifernily mortgage whole loan sales, having sold more 
* commercial mortgage whole loans than any other firm since 1 990. The combination of Capital 
America/Nomura's experience and expertise with Secured Capital's marketing capabilities 
makes Precept a very well armed competitive presence in this marketplace. Additionally, the 
company is well positioned to attract meaningful strategic alliances. 
• • ' ^ •".•■,<■ ■ . • • 

The second reason to invest in Precept is the business model The premise behind the Precept 
platform is to dominate the market by setting the standard for the industry and by driving all 
benefits and efficiencies to the participants. As a result the Precept system is an information 
rich, complex, busmess-to-business application, requiring a certain level of industry 
sophistication. Additionally, the system is designed with the flexibility to accommodate the 
needs of all types of commercial mortgage lenders. s 

The final reason to invest in Precept is sponsorship. The current investors in Precept are savvy 
industry participants who selected Precept as the company to back. Each of these investors is 
strategic m nature, providing an array of benefits such as guidance, access to industry 
participants and customers. 

Secured Capital Corporation - Secured Capital holds a cash investment and '^weat equity" 
position in Precept. Responsibilities include the ongoing devefopment and management of a 
sophisti<^ed marketing program designed to bring Precept high-level exposure within the real 
estate marketplace. As a leader in the real estate capital markets and through their strong 
relationships on Wall Street, Secured Capital has access to key decision makers in the industry 
Secured Capital wfll assist in promotional presentations and conferences. Utilizing i& extensive 
network of investors and borrowers, Secured Capital will also seek to direct its clientele to 
f "?cept as an advantageous new medium for obtaining commercial financing. 

Morgan Stanley Dean Witter ; - Morgan Stanley Dean Win^ has agreed to participate as an 
investor and wffl be included in the following activities: 1) assisting in the refinement of various 
components of the Precept processes, 2) provide Pi^twu^ 

mortgage > research materials, 3) supportPrecept in recruiting additional lenders to the program 
and creating.foture strategic alliances, and 4) act as a Market Maker for a broad set of property 

•^yp^* ■.'._•/.•■ 

Michael Klein r Michael Klein is the primary founding investor in Precept. Mr! Klein is the 
Chairman of the Board of Directors of CoStar Choup, Ina a pubMy held corporation 
(NASDAQ) that is the nation's largest provider of information and related digital data services to 
the commercial real estate industry. 

■ ' ' • '• '• • ■ ' . ■'• 

Rating Agencies : - Precept will enter into a tong-term relatfonship wi^ 
Agency whereby the Rating Agency will perform the property site ir^pectfon and confim 
UnAawrittenNetC^FIow pTfortothe auctfon. This Net Cash Flow wffl be subject only to 
rernaining post-auction due diligence and will be reconfirmed upon the completion of such. This 
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Precept Process Overvieiy / 
I - Applicant Engagement ' 

1. Applicant or Applicant representative initially contacts Precept Exchange Representative 
through our website or 1-800 number 

2. The Exchange Representative track all contacts with Applicant Any outstanding issues, 
concerns, referrals and questions are noted. Follow-up calls are made by Exchange 
Representatives to callers who did not immediately elect to participate. 

3. Exchange Representative briefly discusses our program with the Applicant and 
determines whether our current product coverage can meet the Applicant's financing 
requirements. If not, the Applicant is referred to an appropriate firm with which we have 
a mutual referral relationship. 

~4. The Exchange Representative explains the merits of the Precept program to the 
Applicant: 

a. Certainty (ie. reduced re-trading by lenders): aanu^te desktop under^ 
due diligence before pricing, capability for complete industry accepted 
underwriting before bidding (third party reports, site inspection) and re-trading 
matrix to handle exceptions, 

b. Efficiency; Streamlined underwriting, pricing and closing process. Accentuate 
ability to reuse same infonfiation to return into action process. 

c. Best pricing: ix*anau<tfoned among 

during initial closed auction while the open auction encoxirages vigorous 
competition; 

d. Who we are: Senior management at the largest lender in 1990*s. 

5. The Excliange Representative explains tfe entire Precept p^ 
and closing. The various fees, expenses and ti^ 

Exchange Representative answers all basic questions, referring more complex questions 

to other Precept staff The ^plicant is direrted^to 

definitions of terms (glossary), FAQ, approved third parties, site map, etc. 

6. The Exchange Representative discusses current fending 
indicative pricing and terms for the potential fmanr^ g, 

7. The Exchange R^esental^ 

Applicant, registers the deal and checks for conflicts (ex. sponsor name and address, 
, property address, etc.). 

8. If the Exphange Representative determines that the Applicant is Kkely to signup, the 
Applicant is introduced to a Precept Underwrito:(s^^to bedetennined). 

9. The Exchange Rqjresratative and Senior Underwriter discuss with the Applicant the 
different levels 6f imderwriting possible. The Applicant is encouraged to do a more 
complete underwriting to reduce uncertainty and accelerate the process. Underwriting 
level choices are as follows: ^ .= 

a. Minimum - Cash flow underwriting based on historical income statements, rent 
rolls, revenue and expense source documents (bank statements, tax returns, utility 
bills, m a na gement and service agreements and leases), primary and secondary 
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market research, property photos,: preliminary Apphcanta^ 
Applicant certifications. 

b. Appraisal- Minimum plus appraisal or other 3 rd party report (perhaps previously 
existing and wrapped), 

. c. Complete - Minimum plus all 3 rd party reports (appraisal, environmental and 
engineering), 

1 0. The Exchange Representative and Senior Underwriter help the Applicant complete the 
Underwriting and Posting Agreement ("UPA"). The Applicant executes the UPA and the 
Underwriting Fee and Thta 

11. The Due Piligence Coordinator forwards the fees and deposits to accounting and 
forwards the N App!icant a "hello" package that 1) welcomes the Applicant into the system, 
2) provides the Applicant's apcess password, 3) includes a process outline and 
instructions, 4) contains hard copies of all apphcable forms, edifications 

and 5) Pre-addressed, labeled loan file kit,. 

H - Pre-Bid Underwriting 

1. The Due Diligence Coordinator collects, logs and checks for completeness all applicable 
items outlined in the Pre-Bid section of the Underwriting Due Diligence Checklist (see 
Exhibit A) ; 

2. A Loan Underwriting File is created and the Senior Underwriter is notified that he should 
commence due diligence. ; 

3 . The Due Diligence Coordinator will order any third party reports authorized by the UPA 
(appraisal, engineering, environmental), preliminary credit check, and crime reports (if 
applicable). . 

4. The Due Diligence Coordinator will generate a prelimiitfijy schedule 

timing of deliverables; and estimated completion dates for major tasks (this schedule 
would be predicated on the assunqrtion that all items delivered by the Applicant and third 
party report providers would be received in a timely nianner), 

5. The Senior Underwriter oversees his under wri t i ng tram fn fsnm p le ting th«>> Bm mmin '.< 
underwriting, portions of which are performed directly in the Precept database system 
(see Underwriting Team Organization Chart - Exhibit B). 

6. Once the economic underwriting is oon^leted and 
system, the Setiior Undenvrfter ^wffl review the under^ 
Applicant for verification and confirmation. 

in -Auction 

1 . The Precept Senior Underwriter and Precept Auction Manager work with the Applicant 
to complete thb auction schedule, due diligence contingencies and bid requirements, 
preferences and requested variations. Precept Auction Manager ensures that the loan 
request parameters are consistent with current maricet conditions and conventions, 
/Applicant signs Posting Notice. 

2. The auction begins when Precept posts details of the AppKcant's loan request and the 
underwriting/due diligence information online. Lenders are notified by email of new 



Km 8 ** ^ 6 ! UCti ° n "*f dh * w mt0 *» foUowi ng 4 Phases, although ends' whenever the 
Applicant selects a single winner: 

a. Phase 1 . ..Bidder Due Diligence Review and Sealed Bid Submission Period- This 
phase takes place in most cases over 7 business days (longer for complex assets). 
. During this phase lenders review underwriting information, download models, ask 
questions about the underwriting and submit a sealed bid if they choose. 

• I^dere must subnift que^ 

auction to allow Precept enough time to answer the questions and gfve all 
lenders a day to review the answers. The due diligence period can be 
extended if Precept requires more time to answer questions. ' 

• Sealed bids may be submitted at any time during this phase of the auction. 

• Bids may be cancelled or modified at any time during the bidding period. 

• The Applicant may select a winning bid or reject a bid at anytime. 

• Detailsofany submitted sealed bid are available to the Applicant and 
submitting lender, but are not available to other lenders. < 

b. Phase 2... Sealed Bid Evaluation Period: If the Applicant has not selected a 
winning bid, a 1 business day evaWion period is provided to reviw ^ 

• Bids cannot be canceled or modified during this period. 

c. Phase 3. :. Open Bid Period: rXiring^ 
other's bids. 

• Bids may be cancelled or modified at any time during the bidding period. 

d. Phase 4,.. Final Bid Evaluation Period: M outstanding bids at the end of the 
"Open phase" are good for another [24] hours. 

3. When the AppHcant selects a winner, a C^nmiitinent Letter is generated from the 
winner's bid inputs. Selections (contractually binding) are made electronically wMi 
foDoyr up confirmations of the Commitment sent to both the Lender and Applicant to be 
signed. The dosing Coordinator collects the remaining required third party teport deposit 
and the commitment fee and forwards bo 

4. If the Applicant does not select a winner; the Precept Auction Manager tries to determine 
why the auction failed. The AppHcaiit imy be offered another im^ 

additional underwriting or posting conditions. If no additional auction is scheduled, the 
Post-Bid Due Diligence fee is returned (less Precept costs) and an underwriting materials 
are sent to whomever the Applicant directs. • 

5. Pn^tAuctfon Manager^ / 
violations of auction rules. 

IV - Completion of Post-Bid Origination Activities 

1 . Closing Coordinator assists Bidder in engagmg law firm based on Precept approved 

counsel list to close the loan and in ordering title andsurvey. 
2 V Law firm prepares and distributes Precept standard documents and Legal Closing 

Checklist (Exhibit C) to the Appficant's counsel and commences closing process. 

3. Due Diligence Coordinator engages appraisal, engineering, environmental, PML and 
special hazard report providers (to the extent not prevfousry engaged). 

4. Due Diligence Coordinator collects all appHcable items outlined in the Post-Bid 
sectfon of tiie Unda^r^rDue Dfligeno^ 



5. Closing Coordinator orders appropriate physical record searches 

6. Due Diligence Team updates and finalizes uiulerwi^ and suinmaries (U 
engineering page, environmental page, etc.) based on data from third party reports 
and creates holdback and remediation plans for environmental, engineering and 

.special hazard matters that cannot be resolved prior to closing. Final credit 
information is also summarized into system. 
.7. Senior Underwriter and Closer work together to identify underwriting 
issues/exceptions. 

8. Senior Underwriter and Closer notify Applicant and bidder of modifications and to 
coordinate negotiation/resolution. 

9. Bidder has 3 days to review n^ underwrhing infonnation and confirm 
"Underwriting Clearance". 

10. Applicant's Counsel and Bidder's Counsel negotiate final form of loan documents 

1 1. Closing Coordinator confirms that all checklist items have been delivered and are 
satis&ctory to Bidder and that all that issues have been resolved. 

12. Due Diligence Coordinator delivers final Uno«>yriting Ffle (contents ou^ 
Exhibit A) to Bidder. Bidder has 3 days to review file contents and reconcile 
mfonnation from source documents to Precept "Posted" data. 

13. BioMer confirms "Closing Clearance". .;. 

14. Closing Coordinator prepares and distributes Settlement Statement to all parties for 
: review and approval. 

15. Bidder's Counsel reviews Legal Closing Checklist issues/exceptions with Bidder and 
obtains "Legal Clearance". 

Loan Document Delivery and Funding Mechanic 

1. ^Bidder and Applicant's Counsel deliver executed Loan Documents into escrow with 
Title Company. 

2. Title Company distributes execution copies to Appfo^ lender. 

3. Lender funds into escrow with the Title Company on day of elosmg. 

4. The Title Company releases funds upon confirmation by Title Company mat it is in 
receipt of (0 all executed doaiments, (n) closing proceeds and (in) everything it 
needs to close the transaction and issue the title policy. 

5. Tjtle^Cpmpany records 

6. Applicant and Lender asked to provide feedback regarding process 



ARTICLE I - INTRODUCTION 



THE UNDERWRITING PROCESS 

This Underwriting Manual describes the process by which Precept will complete the 
underwriting of each Loan (defined below). Precept's underwriting process involves the 
gathering, analyzing and summarizing of information relating to the cash flow of each Property 
(defiijed below) as well as the gathering and summarizing of information pertaining to the 
physical characteristics of ( each Property, the credit of a Borrower (defined below), and other 
matters such as the qualifications of each property manager and leasing agent and the purpose of 
the Loan. As set forth in Due Diligence Level One (defined below), for each Property that is the 
subject of a Loan, Precept will complete a cash flow analysis. Depending on the due diligence 
level selected by a Borrower, either prior to an Auction (defined below) or after the execution of 
a Commitment Letter (defined below), the cash flow analysis will be adjusted by Precept to 
reflect the results of each Third Party Report (defined below): 

Throughout the underwriting process, Precept will use its Web Site (defined below) to convey 
and update information regarding the Loan, a Borrower, the Properties and underwriting. This 
Underwriting Manual summarized the various places on the Web Site Precept will post relevant 
underwriting information^ : 

The underwriting information regarding a proposed Loan will be available for review by a 
Borrower on the Web Site throughout the Underwriting Phase (defined below) and Auction and 
will also be available to Registered Lenders (defined below) during the Auction. If a Bid 
(defined below) is accepted by a Borrower, then only a Borrower and a Winning R 
Lender (defined below) will be able to review such underwriting information as it is updated and 
revised by Precept. Precept will place; all of the materials compiled in connection with the 
underwriting process in the deal 'Underwriting File'*; All information in the Underwriting File 
will be jqiade part of the Loan file delivered to the Wiiming Registered Lender following 
execution of the Cfcmmtment Letter or, if no Bid is accepted by a Borrower, the underwriting 
files will be given to a Borrower. ' 

The Precept underwriting process is designed to provide Borrowers with a friendly and efficient 
loan application process and Registered Lenders with a comprehensive underwriting package. In 
order to ensure the achievement of these goalfr, this Underwriting Manual will be amended as 
necessary to adapt the Precept Program to the needs of Precept's Borrowers and Registered 
Lenders. ' . s " ' ."' - ' 

AN OVERVIEW OF THE PRECEPT PROGRAM 

In the Precept loan auction program, (the "Precept Program"), Precept will receive the 
terms by which potential borrowers (each, a borrower") desire to enter into financings (each, a 
*%oan"). Thi© Precept Program gaiexaUy consists of thr^ phases, the U 
Auction and the Closing Phase, each of which is discussed more thoroughly in this Underwriting 
Manual (the 'Underwriting Manual"). During the Underwriting Phase, Precept \vill underwrite 
each property (each, a "Property") that will be the subject of each Loan. During the Auction, the 
results of the underwriting, at the option of a Borrower, will be presented to lenders ("Registered 



Lenders") for their review. If a Registered Leader reviews the underwriting materials and wan* 

such Borrower. The Borrower can then select a Bid fiom those submitted. If a Bid is accented 
by a Borrower, a winning Registered Lender (a "Winnine Rerister Jn ^ J»i *Z in aCcepted 

E^chU.an m thePreceptProgramisprocessedbyPr^ . 

TW^oiu, „ n_ (a) The Financi ng Reg istration Prw™ 

T^ ly a Borrower or a mortgage loan broker, acting on a Borrower's behalf; sSts to 
Precept a Tinancmg ^egurtration Form" which sets form (among other th^^ 

■S52ST ^ baCkgroUnd inf0m ^° n ^4 the amountS^ScSg 
After a Bom>wer has submitted theF^ ^ 

form ofUndervmtmg and Auction Agreement As part ofmeSderwS^Sn^ 

SaSeTeS^ ^ e £*Wi°n ob ^<*> Precept, and (3 'industry operating 

u^er^ca^ flows wm 
Re|^^ 

refle* me rS ^ W ^ which Precept the adjust to 

Tri^f^ ^ PIW ^ re P 0It ^appraisalreportwfflbeawnniis^edbyan^ 
Smfen^^ 

€l «3f eo ^"*«tH wiU be orfered arte a Ix>an Commitment is 
executed and underwriting cash flows wOl be adjusted accordiiigly by Precept arid, 



analysis performed in ^Diligence Level One, justed by Precept to rcflSe StftaT 

engrneermg report and all other property level reports commissioned by and prepared for PrKeot 
and any Wmnmg Postered Under. Up-fiont reserve, for curing struLal orSnmeST 

' - - * . ' * 

an Aucuon Request" within seven (7) days of fbod^Jr^P^n^T^S^--'- 
Art the completion of AeUndetmiting Phase. If a Borrower Mls^noutyTr^^^t's 
obh^onsundertheUnderwn^ 

2^52* — 5* urf< ?^ on V«Matp a Borrower and certain ofiS affixes, certain 
th& p Mne^Mv^ t • ~ ^ (ii) Precqrt will answer any questions of 

Lenders B>ds, submrtong questions to Precept, rrK>mtormg me Aucuon arri^ 
.BorroWm^eord^^fteAucto^;^ '^^'^.«-*«-*». 



' ^. t ' (vi) Precept will, in the event that a 

2Zg of^l a Registered UndeT ' ^ ^ Winning Registered ^ * 



™ k„e,„~«. j a n-j- . ^ Winning Re gistered Lenders Within u» n 

SSS^?^- ? 18 Sel6Cted by a B0rTOWer ' a Bo ™wer is obligated (pursuant to fce 
R ^S? 8 f Ruction Agreement) to enter into a Loan Commitment with the Winning 
2^ 2»^e counsel ("Outside Counsel") will then be engagedby Wi2' 

Registered Lender. Thereafter, Precept will work with the Winning Registered iLderZd 

dSeTn 10 ^ C0UnSel ™ U be -~SS Zs not 

destroy the attomey-chent privilege with the Winning Registered Lender by its discussion -wto 

theWn^Regist^ 

Registoed Lender, and the conditions set forth in the Loan Commitment must be satisfied 
U^n the completion of the foregoing matters, the Loan will be funded by Winning Registered 



TASK LIST 




7. Write simplified sales summaries of underwriting process, auction process, 
cc closing process & borrower's obligations & outs for inclusion in "Hello" 10/30/99 

package. [FS, JH, CC] X 



: cc 


Q {~*r**ntm initial vMVtAn T? A (~\ X3 ^tfxVAi t<t\ 1? A f\ — J J J 4^ J- - rryo ppl 

o. yicaie initial version or rA^, csiaoiisn rAi^ addition procedure. Jro, CUJ 


10/30/99 


; 

CC 

i 
i 


. 10. Develop appraisal, environmental, engineering and special hazard 
engagement agreements ana scopes 01 wonc, set-up pacKages, tormats and 
technology to up-load needed fields from reports [FS, JH] 


. 9/30/99 


CC 

1 — 


12. Develop cost schedule for third party services [F§, CC}-.-. 


10/15/99 


CC 

I , . 


.19. Create property type specific Underwriting Due Diligence Checklists [CT, 

cc, fs] V : . . 


. Complete 


; . - CC 


24. Design of all data collection forms from the Borrowers & their ' 
representatives [FS, CC] (includes items i.e. 25, 26, 27, 28, 29) 


9/30/99 


! • CC 

i * 


30. Design example Utility service letters [FS, CT, CC] • . . 


9/30/99 


| CC 


** 31. Design capital expenditure schedule example [FS, CT, CC] . 


Complete 


j CC 


32, Design historical lease-up costschedule [FS, CT, CC] 


Complete 


i cc 

t .. .. 

i . 


33. Design instructions for outlining Ownership Stmcture [FS, CT, CC, JH] 


9/30/99 


1 

L— 1— 


2. Define our exact current-product coverage (i.e. standard current cash flow 
. loans). [FS, CT, SW] 


. Complete 




H : 18. Develop underwriting database structure: tables, fields and lookup 
( references. [CT, CC. SW, NJ, DM] 


9/30/99 


r ■■ ct I 


20. Develop the Underwriting Due Diligence Glossary and review definitions 
with Rating Agencies [CT, CC, FS, JH] . • 


10/15/99 


i ct 


22. Develop underwriting summary models [CT, CC, DM] 


9/30/99. . 


i- 

1 • ct 

i : 




9/30/99 


1 • 

1 dm 

I 


1 . Set up phones, mail and email to route new deals to the appropriate Exchange 
. Representative. [DM] 


9/30/99 


i " 1 

! dm 

! 


1 1 . Decide on software for storing entire third party reports online [DM, CC, NJ, 
FS/CT] 


9/30/99 


r " " 

dm 


37. Build separate underwriting distribution website with lower performance , 
but high data capacity and security. [DM, CT, NJ] 


9/30/99 



Indicates that this a new item to the list. 

' ' ' . . . ' s 



Comments 

^mmmm:m^:R : - . ,-, . .. „ 

'Complete 

This work is being done at the same as the cash flow section is being created by CT. 



This work should be completed by; 10/22/99. Currently a vendor is modifying its scope 
■based on my comments. . - ' 



This will be completed after the scopes of. work are defined. 



Draft completed Needs to be reviewed by JH, F$, & our law firm. 




•Draft completed. Needs to be reviewed by JH, FS, & our law firm. 



j Completed. 



j Completed. 



j JH is working with our outside law firm to revise. 





fs 


3 . Develop Exchange Representative approach with script explaining program 
v benefits. [FS,JH] . 




'ft 


5. Define loan registration and conflict checking process. [FS, DM] - Note Check 
to Database tables 


Complete 


fs 


6. Outline Exchange Representative / Underwriter handoff protocol. (FS, CC] 


10/30/99 


.fs 


9. Create list of approved third parties organized by service, property type, 
location, etc. [CT, FS, JH] - Note: Target list only 


9/15/99 


fs 


1 4. Develop fee and deposit collection mechanics [FS, JH] 






15. Develop accounting processes for Underwriting Deposits, CMEX out of ' " / 
pocket expenses and vendor expenses [FS, JH] 




IS 


16. Develop tracking procedures and software (i.e. customer database, assigning 
customers #, phone log, phone history, referrals, customer's issues, 
call-back/follow-up document tracking, etc.). [FS, DM, CC, CT] 


i 

.11/30/99 


fs 


1 7. Develop Exchange Representative performance monitoring and improvement 
procedures. [FS] 


12/30/99 


• V fs • 


21. Develop procedures and organization for the underwriting process [FS 
CT,CC,JH] 


. 12/1/99 


• 6 


35. Develop underwriting inquiry and response policies and procedures. [FS, 
; CQJH] ./-.V- 


12/1/99. 


fs 


50, Develop customer feedback form [FS, JH] 


12/15/99 


JH 




10/30/99 






10/30/99 


jh 


13. Develop Uhderwndr^ 


9/30/99 




34. Draft Loan Posting and Bidder Registration Agreements including: 
borrower information representation and release, due diligence costs and; deposit 
rules, troubled markets policy and Bidder "set-up" package. [JH] 


9/30/99 




41 . Develop a Commitment Letter that can be automatically completed from 
winning bid. [JH, DM] 


10/30/99 , 


jh 

i 


42. Create system for Borrower to electronically (i.e. rapidly) sign 
Cornmitment letter. [DM, JH] Note: fax copy 1 st generation 


9/30/9? 


J 11 


44. Select and train pool of law firms to close loans and create law firm 
"set-up" package [JH] 


11/30/99 


jh 


45. Create property type specific closing Checklists [FS CT CC JH1 


9/30/99 


jh 


46. Creation of closing documentation (i.e. loan documents, funding memo, 
escrow agreements, title instruction letter, settlement statement etc ) r JH_ FS 


10/30/99 


jh 


47. Expand the Glossary and Database to include closing fields [FS, CT, CC] 


9/30/99 


jh 


48. Document closing procedures (internal and external), including mechanics 
for various approvals, resolving issues/exceptions and delivering loan files [FS, 
CT,CC,JH] 


10/30/99 


jh = 


49. Design system to monitor receipt of recorded documents [JH] • 


10/30/99 


sw 


4, Develop daily lending market commentary with generic pricing grids. [SW,* 

NJ] • . * 


10/15/99 


sw 


36. Research different auction techniques and their implications. Develop 
auction policies with clear rules and explanations. [SW, NJ, JH] 

4 " . 


9/30/99 



To. be developed w/Kahlil 



_ Fict check data fields provided: i. _ 

Wggfeg test out on ^j^^W^^^r"' 
Gi&i^ete^ process ^istfp^ofi - w^ftiS a^fi^j^ 
^j^ted^d modified " ' " ; * 



ss.. ' 



km 



^ffihgfer completion " y ' ^h 1 :-*-':^. V • 



'This is a new item we determined was need. 



This is a new item we determined was need. 



sw 


: 38. Build separate auction website with real-time performance and security but 
miriimal data storage. [DM, SW, NJ, JH] > 


9/30/99 . 

i 


sw 


39. Define bid specification: spread, proceeds / DSCR limit, LTV limit, 
stipulations, confirmation period, {re-trading matrix}, etc. [SW, NJ] 


9/J5/99 


sw 


• 40. {Develop re-trading matrix methodology and utilization philosophy. [SW, 
- . NJ.CC.CT]} 


1 1/30/99 


sw 


43. Determine how to incorporate fate-locks into process. [SW, NJ] 


11/15/99 



"S> — : 
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